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KEY ECONOMIC INDICATORS 


All values in million U.S, $ Excha ra used ir r dollar): 
unless otherwise indicated, 581.50 for current 1973 values 


650 for current 1974 and 1975 values 
625 for constant (1970) values 
Cumula- % 
Item & date of most recent data shown 1973 1974 tive change 


1975 1/ 


I PRO 0 P 
GDP et Current Prices 138,982 149,888 
GDP at Constant (1970) Prices 103,213 106 ,696 
Per Capita GDP, Current Prices $ 2,531 $ 2,706 
Plant & Eqpt Invest at Const (1970) Pr, 7,730 

Indices: (monthly averages) 

Industrial Production (1970=100) (2/75) 119.4 108.8 
Avg. Labor Productivity(1970=100) 113.8 

Avg. Industrial Wage(1966=100) (1/75) 255.0 284.3 
National Income et Current Prices ] 121,100 
Employment ('000)(1/75) 18,898 18,946 
Avg. Unemployment Rete, as % lab. for. (1/75) 2.% 3.1% 


MONEY _ AND PRICES 

Primary Liquidity year-end 91,277 

Public Debt outstending year-end 45,011 

Domestic year-end 42,621 

External year-end 2,390 

Zxternal Debt Service Ratio 0.6% 

Interest Rate (Central Bank) (12/74) 8.0% 

Indices: (monthly averages) 

Retail Sales (1970=100) (2/75) 146, 3 164.4 
Wholesale Price (1970«100) (2/75) 1772 190, 


BALANCE OF PAYMENTS AND TRADE 
Net Reserves (Official reserves plus net 

foreign position of Banks) 5 5423.6 9499.7 
Balance of Payments (1/75) - 4397.9 = 5,536.5  -247.2 
Balance of Trade (1/75) - 5,597.1 <-10,645.9 -538,2 
Exports, FOB (1/75) 22,303.3  70,282.6 2,377.7 
U.S. Share 3,911.8 oo. . ete 
Imports, CIF (1/75 27,900.4 40,928. otal 
ee 2°309.7 3,117.7 304.6 


Main Imports from ILS. (Year 1974): Machinery and Equipment 59,554 M.T., $ 625.5; Oil 
Seeds and Cakes 1,491,08] M.T., $ 377.1; Chemicals 440,663 M.T., $ 357.6; Feeds and 
Grains 2,003,187 M.T., $ 212.6; Coal 2,461,061 M.T., $ 168.1; Aircraft and Parts 1,190 M.T., 
$ 160.2; Paper Pulp, Paper, Paperboard and Manufactures 229,783 M.T., $ 179.7; Iron and 
Steel Products 185,972 M.T. , 3 73.1; Copper and Copper Alloys 26,251 M.T., $59.4. 


1/ Percent change full year 1974 over full year 1973; where 1975 dataare indicated, 
comparison is with comparable 1974 period or 1974 average in case of indices. 
Percent changes are calculated on the basis of originel lira amounts, except for 
"net Reserves", whose original data are in dollars. 


SOURCES: ISTAT, Italian Central Institute of Statistics, Bank of Italy, Ministry 
of the Treasury. 





Summar 


A high level of economic activity in Italy continued through 
the third quarter of 1974. However, beginning in the fourth 
quarter the Italian economy increasingly felt the restrictive 
effects of a government stabilization program designed to 
control inflation and to redress the balance of payments. In 
recent months, exports have increased more rapidly than imports, 
with the latter declining significantly in volume terms, re- 
flecting a reduced rate of economic activity and a rundown of 
inventories. The marked improvement in the balance of payments 
and somewhat better price performance permitted the abolition 
of the 50 percent prior import deposit late in March and some 
relaxation of ‘tight ‘credit. But, rapid price increases in 1974 
reduced the rise in real wages of labor below that of recent 
years. The spreading out of available work in industry, in the 
initial stages of economic recession, has avoided large scale 
unemployment. The outlook for the economy in 1975 is one of 
negative real growth, a reduced but still high rate of price 
inflation, continued improvement in the balance of payments, 
and further increases in unemployment and underemployment. 


Depreciation of the floating lira has helped to keep Italian 
exports competitive despite rising domestic prices. On the 
other hand, the recent weakening of the dollar against the lira 


has helped U.S. export prospects. In spite of the current 
Italian recession and the fluctuating terms of trade for U.S. 
goods occasioned by these exchange-rate movements, the longer- 
term objectives of the Italian government to foster economic 
growth, industrial development and job creation should expand 
sales possibilities in the Italian market for U.S. goods. 





a 
Current Economic Situation and Trends 
Short-Term Outlook: Light at the End of the Tunnel 


The upswing in economic growth which occurred in Italy in 1973 following 
two years of recession was reaffirmed through the third quarter of 1974. 
However, beginning in the fourth quarter of 1974 and through the first 
quarter of 1975, the Italian economy increasingly felt the restrictive 
effects of the government's monetary and fiscal stabilization program 
designed to combat inflation and to redress the balance of payments. 

The outlook for the Italian economy in 1975 is one of a sharp reversal 
in real-growth performance, a reduced but still high rate of price 
inflation, a significantly improved balance-of-payments situation, and 
rising unemployment and underemployment. Italian entrepreneurs continue 
to express uncertainty about future short-term trends in the economy, 
although the degree of pessimism reported in more recent business surveys 
seems to have stabilized. 


During 1974 Gross Domestic Product increased by 3.4 percent in real terms 
compared with real GDP growth of 6.3 percent in 1973. (The national 
accounts now measure GDP rather than GNP.) The main stimulus to growth 
in 1974 continued to stem from rising disposable income resulting from 
earlier national wage contract settlements and from increased transfer 
payments. However, the government estimates that real GDP in 1975 will 
decline by 2.5 percent. (The OECD has projected a negative growth rate 
in Italy in 1975 of 1.8 percent.) In any event, the prospects of negative 
real growth in Italy in 1975 represent the first time in the past quarter 
century that the Italian economy would not have experienced positive real 
growth. 


The Italian government continues to face again in 1975 the major challenge 
of the inflationary effects of a large cash-budget deficit. The government 
has achieved moderate success in generating additional revenues under the 
"tax package" approved last summer and under the direct-tax reform 
introduced in 1974. Also, the 1975 budget shows a stabilization of the 
(appropriations) budget deficit at the 1974 level. However, continued 
pressures in Parliament for the enactment of long-awaited social-reform 
measures and resistance to proposed increases in public service rates 

to meet rising costs will continue to represent a potential budgetary 
problem. 


Throughout 1974 the authorities continued to pursue a tight-credit policy. 
However, early in 1975 there was a selective easing of credit which in 
part reflected Italy's improved balance-of-payments situation and, to a 
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lesser extent, a reduction in the rate of price inflation. These 
factors induced the government to eliminate the 50-percent import 
deposit scheme effective on March 24, 1975. (The measure had been 
introduced in May 1974 primarily in order to reduce bank liquidity.) 
Further selective easing of credit and other anti-recession measures 
may gradually be taken this year, given the government's commitment 

to maintain acceptable levels of industrial production and employment. 
Nonetheless, the Italian government remains committed with the EC to 
maintaining limits on global domestic credit expansion. Short-term 
interest rates began to rise sharply during the second quarter of 1974 
but receded slightly beginning in the fourth quarter of the year and 
continuing into 1975. 


Industrial production in Italy in 1974 rose by 4.4 percent. This 
relatively satisfactory performance was attributable to strong domestic 
and foreign demand in the first three quarters but also reflected a 
relatively low early--1973 base period during which strikes adversely 
affected industrial production. Industrial production declined sharply 
in the last quarter of 1974 and continued at low levels at least through 
February 1975 (latest data available). In the period November-February, 
production averaged 11 percent below the same period a year earlier. 
However, there is some evidence that production has levelled off in the 
first quarter of 1975. The sectors hit hardest have been the transport 
equipment (autos), textile, food-processing and mechanical sectors. The 
government estimates that in 1975 industrial production will decline by 
7.3 percent. 


During 1974 the cost-of-living index rose on average by 19.4 percent and 
by 25.3 percent in December 1974 over December 1973, representing one of 
highest rates of inflation among industrialized countries. The major 
factors affecting prices were the increased cost of wages, high prices 
for imported industrial raw materials and petroleum, and the increased 
cost of borrowing. The cost-of-living index in February 1975 was 24.4 
percent above February 1974. Although the rate of price increases has 
decelerated, prices in 1975 are still expected to average about 19 per- 
cent above 1974. 


Employment steadily increased during 1974 despite the decrease in 
industrial production registered during the fourth quarter. Employment 
on the average rose by 398,000 units during 1974 of which 381,000 units 
were in the dependent worker category. Average unemployment and under- 
employment in 1974 amounted to 4.4 percent of the work force, down from 
5.0 percent registered in 1973. Employment in January 1975 rose by 
240,000 units over January 1974, and unemployment stood at 603,000 units 
or 3.1 percent of the work force compared with a similar unemployment 
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level in January 1974 of 600,000 unemployed. However, as a result of 
declining demand, the government's January labor survey already indicated 
that the underemployed (work week of less than 33 hours) had risen to 
569,000 units, the highest level for this category in the past 10 years. 
This situation reflects the policy of Italian employers and of labor 
unions to avoid large-scale layoffs by spreading out available work 
during a period of economic downturn. The lagged effects of the down- 
turn are expected to cause a further rise in unemployment and under- 
employment in Italy in 1975. Nonetheless, wage settlements concluded in 
1974 and the effects of the upward revision of the cost-of-living sliding 
scale wage-adjustment mechanism will continue to push up labor costs in 
Italy in 1975. 


The depreciation of the floating lira in 1974-75 has helped to keep 
Italian exports competitive in the face of rising domestic prices. 
Italy's total trade deficit in 1974 (about $8 billion) was only slightly 
larger than the oi] deficit (about $7.1 billion), indicating that the 
government had achieved considerable success in its goal of eliminating 
the non-oil deficit by the end of 1975. Imports (customs data c.i.f.) 
rose by 64 percent over 1973, while exports increased by 51.8 percent. 
The rapid rise in the value of imports in the first half of 1974 re- 
flected continued strong domestic demand, rising world commodity prices 
and a devalued lira. However, this trend reversed later in 1974 and 
during the first two months of 1975 imports declined by 0.5 percent over 
the comparable 1974 period. On the other hand, exports increased by 

31.9 percent in this two-month period. Also in the first two months of 
1975 Italy had an over-all balance-of-payments deficit of only about 

$311 million (preliminary data) compared with a deficit of $1,056 million 
in the same period of 1974. Preliminary data for March suggest a further 
strengthening of the balance of payments. 


The weakening of the dollar against European currencies early in 1975 
occasioned for the most part by economic developments in the U.S. (e.g., 
falling interest rates) somewhat improved the competitivity of U.S. 
exports vis-a-vis European exports to Italy and against Italian goods 
both in Italian markets and in third country markets. 


Long-Term Outlook: Economic policy in Italy in 1975 will still aim 
at fighting inflation and improving the balance of payments. However, 
the government can be expected to place increasing emphasis on fostering 
economic revival and on maintaining employment levels. In spite of 
restrictive measures periodically introduced for mainly cyclical reasons, 
the Italian government remains strongly committed to longer-term policies 
of encouraging industrial development especially in the economical ly- 
depressed areas of the South, and will give high priority to fostering 





industrial investment and job creation. Fressure will continue in 
Parliament for the enaciment of long-awaited social reforms of schools 
and universities, housing and health services, and for major investments 
in transportation and nuclear power. The implications of these long- 
term policy objectives are for increasing sales possibilities in the 
Italian market for U.S. firms. 


Implications for the United States 
U.S. Sales Top $3 Billion 


According to official Italian statistics, imports from the United States 
rose to a record $3.1 billion in 1974, compared to $2.3 billion in the 
previous year. (The 1973 figure was already a record, since it was the 
first time imports from the United States had topped the $2-billion mark. 
This increase of 51.1 percent, based on original lira amounts, should be 
compared with the increase in total Italian imports of sixty-four per- 
cent (from $27.9 billion to $40.9 billion), largely reflecting increased 
0i1 costs. 


Since Italy remains poor in energy and raw materials and produces 
inadequately in the agricultural sector, the major imports from the 
United States are likely to remain the same commodities. The abolition 
of the 50-percent prior import deposit and relaxed credit restrictions, 
coupled with the continued weak position of the dollar should continue to 
make Italy a good market for other U.S. products. The policies of the 
Italian Government to foster economic growth, industrial development, and 
the creation of jobs should also contribute to expand sales possibilities 
for U.S. goods in the Italian market. 


U.S. Sales Prospects 


The fine performance of U.S. exports over the last year should continue 
apace. High-technology production equipment will remain in good demand 
despite slower economic growth due to strong wage pressure on domestic 
labor costs and the need to retain Italian international competitiveness. 
Among such technologically advanced items are computers, process-control, 
and energy systems. The outlook for U.S. goods less directly related to 
the production process is also very good. 


Some consumer goods will do very well in the coming six months. 
Sales of high-fidelity equipment have held up very well. U.S. equipment, 
which sells at a price premium over Italian and other imports because of 
its quality, has done better than the competition. Sales of U.S. hi-fi 
equipment have also benefited from the fact that the typical buyer of 





oe 


U.S. equipment is either relatively well-to-do and relatively unaffected 
by the economic decline of recent months or an uncompromising hi-fi fan 
or a professional who requires U.S. equipment for his work. Best product 
lines for U.S. exporters are top-of-the-line receivers, tuners, speakers, 
phonograph, cartridges, microphones, and headphones. Sales of U.S. 
recreation and leisure-time equipment should grow also. Lines with best 
sales prospects include equipment for fishing, scuba diving, golf, skiing 
(best quality), riding, and boating as well as home entertainment movies 
and casualwear. Because of high cost of repairs, installations, and 
other work there is a bright future for hand tools and small power tools 


for do-it-yourself projects. 


A second area of sales strength for U.S. exporters is educational equipment 
and supplies for industry. Italian industry is establishing substantial 
internal training programs, urged on by union demands that have caused 
training programs to be written into labor contracts, the necessity to 
up-grade skills drastically in the South, and the increasing prevalence 

of management-training programs. With aggressive marketing, U.S. exporters 
should be able to capture 25 percent of 1976 import market of about $55 
million (1973 U.S. sales were on the order of $6 million). 


Art thefts, shoplifting, and kidnappings make almost daily headlines in 
Italy. The Italian public and business and government communities are 
continually made clamorously aware of the need for vast improvements in 
industrial, commercial, and museum security systems. In volume, sales of 
detection and alarm systems will lead, but best growth prospects are for 
10 card systems, communications equipment for security systems, and law 
enforcement aids and supplies. Sales are expected to total $40-50 million 
by 1976. 


Developments to Watch 


The following developments should be watched for possible sales opportu- 
nities. The market for hospital equipment and supplies should open up 
considerably over the next six months. This market has been weak because 
of the inability of the hard-pressed Italian hospitals to pay their bills. 
After protracted discussions, there are signs that help is on the way 

in the form of $4 billion of public money. There is an enormous backlog 
of equipment and supply needs to be filled. Although no final decision 
has been made, a prestigious official technical committee has at long 
last recommended that Italy adopt the PAL color television system (rather 
than SECAM). If, as hoped, a quick decision confirming this recommenda- 
tion is forthcoming, Italian color television production will expand 
fast, opening the way for U.S. component and production machinery sales. 








